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EDITORIAL DEPARTMENT NOTE 


Probably the subject of incidence of taxation—of determining 
the extent to which various taxes are passed on—belongs in 
the field of economics rather than accounting. But who is 
better qualified than the cost accountant to calculate the effect 
on costs of increased taxes of various sorts? Who is better 
qualified to estimate to what extent it will be necessary and 
possible to pass on these increased costs to consumers? And 
who is better qualified than the cost accountant to calculate 
what the author of the article in this Bulletin calls the “invisible 
taxes” of business—those expenses in connection with the col- 
lection and reporting of taxes and the keeping of records that 
increase costs just as surely as taxes do and at the same time 
increase the burden to be passed on to the consumer? Surely 
the accountant has a considerable interest in this subject, espe- 
cially since a large part of the invisible tax cost arises from 
accounting requirements. 

We are presenting in this issue of the Bulletin a case study 
illustrating the extent of these invisible taxes on the consumer 
by reference to the additional costs imposed upon one telephone 
company ‘by the Colorado sales tax. The author of this article 
is Paul E. Remington, General Auditor of the Mountain States 
Telephone and Telegraph Co. Mr. Remington entered the em- 
ploy of this company in 1912, but shortly after took a leave 
of absence to finish his education at the University of Colorado. 
Upon his graduation in 1917 he served for a short time in the 
Army during the World War before again joining the Tele- 
phone Company where he has since remained to advance rapidly 
to the top position in the Accounting Department. Mr. 
Remington is a Past President of our Denver Chapter, and 
prepared the present article for the meeting of that Chapter on 
May 4, 1937. 
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INCIDENCE OF TAXES—VISIBLE AND INVISIBLE 


By Paul E. Remington, General Auditor, 


The Mountain States Telephone and Telegraph Co., 
Denver, Colo. 


LL industries perform the more or less direct function of a col- 
lector of taxes. The property taxes they pay upon the prop- 
erty used in carrying on their business, the income taxes upon their 
net income, the gasoline, oil, motor vehicle, and other taxes to 
which they are subject must all be included in the price of their 
products if the business is to continue with its capital unimpaired. 
In the case of public utilities whose rates are subject to regulation, 
these taxes must all be taken into account by the regulatory body 
in determining the net return which the utility is making or will 
make under a given set of rates. It is just as true in commercial 
and industrial enterprises that the taxes paid by the industry will 
be passed on as part of the price charged for its product, for if 
this is not done the business is eventually taxed out of existence. 


Consumer Pays Both Visible and Invisible Taxes 


Taxes often form a very large proportion of the total cost of a 
product or service purchased. We are all familiar with the fact 
that each gallon of gasoline we purchase in Colorado carries a 
direct state tax of four cents and federal tax of one cent, a total of 
five cents, which is approximately 25 per cent of the total retail 
price of the gasoline. The federal excise tax on cigarettes is an 
even higher proportion of the retail price. These items, high 
though they may be, do not measure the total amount of taxes 
passed on to the consumer in the price of the gasoline or the cig- 
arettes. These are only the direct or visible taxes. In addition to 
them there are taxes invisible to the consumer, comprising the 
taxes which the manufacturer must pay as part of the operations 
of his business, which he passes along as part of the cost of the 
product to the consumer. 


Types of Taxes Paid by a Telephone Company 


Various kinds of taxes which are levied on the telephone in- 
dustry and included in the cost of telephone service in the moun- 
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tain states are itemized in Exhibit 1, with estimated amounts for 
the year 1937. The largest item is property taxes, next federal 
income, then payroll taxes, franchise and license, and so on. This 
does not include taxes on gasoline, light and power, automobile 
licenses, sales taxes on our purchases, etc., which are accounted 
for not as taxes but as part of the article or service purchased. The 
items and amounts listed on this exhibit relate only to those items 
which we classify in our accounts as operating taxes. It will be 
noticed that these taxes will absorb 12.55 cents out of every dollar 
of gross revenue which the company will receive during the present 
year. Thus the Telephone Company is a tax collector to the extent 
that one dollar out of every eight which it receives for service must 
be turned over in taxes to various governmental authorities. The 
trend over the past few years is illustrated by Exhibit 2, showing 
the steady increase in state and local taxes, absorbing a larger and 
still larger proportion of operating revenues in the years since 


1930. 


THE MOUNTAIN STATES TEL. & TEL. CO. 


TOTAL OPERATING REVENUES 
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It will be noticed that payroll taxes for unemployment relief and 
old-age benefits are included in Exhibit 1 and account together 
for over 10 per cent of the total tax, or 1.31 cents. The proportion 
applicable to construction activities is not included, since it is 
capitalized and hence is not a direct burden on the current year. 
The levies for these purposes in 1937 are of course only about one- 
half of the ultimate provided by the law. Thus, if the ultimate levy 
were in effect in 1937, the total taxes would be 13.86 cents out of 
each dollar of revenue instead of 12.55 cents. 

Taxes levied directly on the consumer through the medium of 
federal and state excise or sales taxes will levy a further burden up- 
on the use of telephone facilities by the customers of this company in 
1937 of approximately $725,000, which added to the above figures 
reaches a present total of 15.1 cents and an ultimate total of 16.7 
cents per dollar spent for telephone service which finds its way 
in the form of taxes into the treasuries of the various taxing bodies. 
This $725,000 is a visible tax in that it is set out separately on the 
bill to the customer, but about four times this amount, or $2,978,- 
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000, is a tax invisible to the customer which he pays without fully 
realizing the amount. 


Need for New Sources of Tax Revenue 


During recent years the need for new sources of tax revenue has 
become more and more pressing. It was necessary to find a replace- 
ment for sources of revenue that had temporarily failed during the 
depression. Property taxes, for example, decreased because of the 
fall in property values. This was a very serious matter to those 
taxing agencies which depend for support of their governmental 
functions upon the property tax. This will be shown by Exhibit 3, 
indicating the reduction in property taxes in Colorado. The year 
1918 is taken as 100. The reduction is therefore from 186 in 1930 
to 140 in 1932, or about one-fourth. Similarly, the federal gov- 
ernment depends in large measure upon the Federal Income Tax 
as a source of revenue. During the period of depression extraordi- 
nary expenditures put an unusually heavy burden upon the federal 
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treasury. At the same time the decrease in net income subject to 
income tax sharply reduced the government revenues, as is shown 
in Exhibit 4. Here the reduction for seven mountain states is from 
70 in 1930 to 20 in 1932, or a reduction of five-sevenths. 


There is a constant tendency to enlarge and extend govern- 
mental functions, thereby increasing the government’s need for 
money and causing new demands for additional taxes. Social Se- 
curity legislation is an outstanding example. Another right at 
home is the Old-Age Pension Amendment to our Colorado consti- 
tution enacted by the people at the last election. The difficulties 
which such an item causes in the realm of government finances 
have been so well illustrated in our legislature the past few weeks 
that there is no need to comment upon them here. 


Sales Taxes Adopted 


With property values declining and net income disappearing at 
a time of depression when relief expenditures placed an unusual 
burden upon the government, it was necessary for many govern- 
mental units to cast about for new sources of taxes, and taxes 
related to the gross business done were selected as the way out in 
many cases. Much criticism can be applied to such taxes in that 
they cast a heavy burden upon those least able to pay. These taxes 
do have merit in times of emergency from a governmental stand- 
point; that is, they bring in a lot of money. These taxes may be 
levied on gross receipts or gross sales and may be paid by the 
buyer or by the seller, but the consumer stands the cost in the end. 
It makes little difference to the consumer whether he pays a dollar 
for telephone service and two cents for Colorado Sales Tax, or 
whether the Telephone Company’s bill for the same amount of 
telephone service alone is increased to $1.02. In either case that 
given amount of service has cost him, the consumer, $1.02. For 
example, when the Colorado Retail Sales Tax was first assessed, it 
was placed upon the purchaser so that the voters would not lose 
sight of it and would insist on its repeal when the emergency had 
passed. On the contrary, however, the voters have apparently 
made it permanent through their adoption of the Old-Age Pension 
Amendment to the Constitution. 
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Form of Tax Important to Industry 


The form of the tax does make a great deal of difference, how- 
ever, to the industry which is charged with collecting the tax. If 
the tax is levied against the industry and upon its gross receipts, 
the industry will in the long run adjust its prices accordingly and 
pay the tax but will not be put to the expense of keeping detailed 
records and making detailed separate collections from its custom- 
ers. However, where the tax is levied upon the buyer and is to be 
collected by the seller, the seller is forced to make detailed appli- 
cations of the tax in billing, collecting, and recording, which in- 
creases his cost of doing business. This increased cost of doing 
business is truly an invisible tax. It is part of the cost of doing 
business and consequently must be passed along to the customer 
if the business is to continue; yet nobody knows what the total 
amount of this cost is in his own business, and nobody has any 
statistics as to what the total amount of this cost is in relation to 
the amount of tax revenue which is produced for the state by the 
tax in question. 


Cost of Tax Collections on Invisible Tax 


It is the purpose of this paper to point out that such invisible 
taxes may amount to a considerable proportion of the visible tax 
produced, and for this purpose I have selected for discussion the 
Colorado sales tax as related to The Mountain States Telephone 
and Telegraph Company. I have selected this example because it is 
right here at home where we all know about it, and because it con- 
tains several provisions which cause considerable work to us. It is 
not my purpose to oppose this particular tax or any tax, but 
rather to point out an important fact which may be lost sight of 


by our taxing authorities. 


Provisions of the Colorado Law 


The Colorado Retail Sales Tax provides a tax of 2 per cent on 
all retail sales within the state, to be paid by the purchaser to the 
seller and remitted by the seller to the state. The seller must re- 
mit either 2 per cent of his taxable sales or the amount of tax 
which he has collected, whichever is the greater. 
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Certain sales are exempt from tax, such as sales to governmental 
bodies, religious, charitable and eleemosynary institutions, and 
newspapers. Interstate sales and services are not taxable as it is 
probably beyond the power of the state to levy such a tax. Com- 
modities or services which are already subject to sales or excise 
taxes amounting to more than 12% per cent of the sale price are 
not taxable. The tax does not apply to sales at wholesale or to 
sales of commodities entering into the manufacture or compound- 
ing of products whose sales price will be taxable. 


Billing Forms Illustrated 


Exhibits 5, 6, and 7 are Telephone Company billing forms made 
up to illustrate the application of this tax in our billing. Exhibit 
5 is the regular monthly service bill covering local service and 
directory advertising for one month beginning with the date of 
the bill, and local message, toll service and telegrams, and other 
charges or credits for one month in arrears from the date of the 
bill. Since other charges or credits may be of various kinds, 
they are covered by a Statement of Other Charges or Credits, Ex- 
hibit 6. This exhibit is associated with the account to which it re- 
lates by the telephone number, ooo1. On this statement of other 
charges and credits, Exhibit 6, we have a billing for a part of a 
month on an extension telephone installed on March 8, the charge 
for the part of the month being 74 cents. We have a service con- 
nection charge of $1.50. The state tax amounts to one cent because 
it relates to the local service only. Service connection charges are 
not taxable under the law. 


Exhibit 7 represents a statement of toll service, telegrams, etc., 
amounting in total to $24.20 for service and $1.78 for government 
tax. The statement shown here is incomplete in that the 2 per cent 
Colorado sales tax has not been calculated. If you wish to perform 
this calculation I presume most of you will come to the conclusion 
that the tax on this statement is not 48 cents, or 2 per cent of $24.20. 
To determine the correct amount of tax it is necessary to consider 
the bill item by item. If you will take a pencil we can place a mark 
opposite those items which are not taxable, and then by adding up 
the remainder we can determine the amount of sales tax applicable 
to the bill. 
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EXHIBIT 7 


Calculating the Sales Tax 


The first item is a call from Denver to Johnstown, Pennsylvania 
—an interstate call, and it is not taxable. The state law exempts 
interstate services from the tax. On an interstate call we show the 
name of the state, in order that the call may be identified as exempt 
from state tax. It is not necessary to identify the charge to the 
customer because he knows whether he called Johnstown, Colo- 
rado, or Johnstown, Pennsylvania. This extra operation is a small 
item, but every special practice costs something, and this mounts 
up when we consider that we are billing about a half-million toll 
charges each month for the state of Colorado. 

The collect call from Colorado Springs amounting to $1.10 is 
intrastate. Is it taxable? Notice that it carries a United States 
government tax of 15 cents. This tax is over 12% per cent of the 
sales price. Any item carrying an excise tax amounting to more 
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than 12% per cent of the sales price is not subject to the Colorado 
sales tax; hence this call to Colorado Springs is not taxable. 

In the lower part of the toll service statement appears a schedule 
of United States government tax, showing that a telephone mes- 
sage from 50 cents to 99 cents carries a tax of 10 cents; $1.00 to 
$1.99 carries a tax of 15 cents; and $2.00 or more carries a tax of 
20 cents. The 10-cent charge ranges from 20 per cent on 50 cents 
to slightly more than 10 per cent on 99 cents. It is apparent that 
those calls within this bracket which carry a tax of more than 
12% per cent are not taxable, whereas those calls on which the 
10-cent tax figures 124 per cent or less are taxable. Eighty cents 
is the dividing line ; consequently a call having a charge between 
50 cents and 79 cents is exempt from state tax. A call for which 
the charge is between 80 cents and 99 cents is subject to state 
tax. Beginning at $1.00 the federal tax increases to 15 cents, and 
in the bracket between $1.00 and $1.19 the state tax does not apply 
because for that bracket the federal tax is more than 12% per 
cent. Beginning with $1.20 the tax applies. 

This federal tax on telephone messages is one of the so-called 
nuisance taxes adopted as an emergency revenue-raising measure 
after the war, discontinued for a number of years, and then applied 
again in 1932 when the government required emergency revenue- 
raising measures. This tax is rather costly to collect. It requires 
that all of our toll-billing typists be familiar with the regulations 
governing the assessment of this tax and place the tax opposite the 
item on the toll bill. The minimum tax per message, however, is 10 
cents, so that the amount of work involved in assessing a tax does 
not form a large proportion of the revenue derived therefrom. 
This tax in 1936 raised $453,000 in the Mountain States territory, 
which has between 2 and 3 per cent of the telephones, population 
and wealth of the entire country. The tax is part of the cost of 
the toll message to the customer. It merely means that this mes- 
sage to Colorado Springs cost the customer $1.25, and the mes- 
sage to Johnstown, Pennsylvania, $2.80. In addition to this, how- 
ever, the customer also pays as a hidden tax the cost to the Tele- 
phone Company of collecting and returning this tax, for these are 
operating expenses which the company’s revenues must cover. 


The 5-cent call from Denver to Arvada is taxable. The call to 
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Ogden, Utah, is not taxable because of its interstate character. 
The call to Rocky Ford, Colorado, is intrastate and carries a fed- 
eral tax of less than 12% per cent; therefore, it is taxable. The 
call to Dallas, Texas, for the same amount is not taxable because 
it is interstate. The next item to Littleton carries two charges, 70 
cents for the message and 25 cents for sending a messenger to 
bring the called party to the telephone. The federal tax of 10 cents 
is applicable on this transaction. Here is a close point because if 
the federal tax of 10 cents applied to the 70-cent message charge 
alone, that item would escape the state tax, but if the 10-cent fed- 
eral tax applies to the combination of message charge and mes- 
senger charge, then the tax is less than 12% per cent, so that these 
items would be subject to the state tax. The federal regulations 
require that the messenger charge be regarded as part of the 
charge for the message. In other words, the cost of the message is 
95 cents, and the federal tax is assessed on that basis ; therefore, 
the state tax applies to these two items, that is, the 70 cents and 
the 25 cents. 

The next item to Castle Rock is a telegram turned over to us by 
the Telegraph Company for collection. The Telegraph Company 
assesses the state sales tax before turning the message over to us to 
bill, so the tax is included in the item of 65 cents. To bill a second 
tax would be a duplication; hence this item must be marked as 
nontaxable. 

The call to Longs Peak Inn is intrastate. The tax of 10 cents is 
just 12% per cent of the charge of 80 cents; therefore the message 
is subject to the Colorado tax. 

The 20-cent tax on a call to Montreal, Canada, illustrates the 
application of government tax to international calls. The federal 
govenment taxes calls originating in the United States. This is a 
case of a call originated in Denver but with charges reversed and 
billed against the Montreal customer. The Denver customer can- 
not reverse the charge for tax but must pay it here. Farther down 
on the bill is another call “collect” from Montreal, Canada, to 
which the federal tax does not apply because the call originated at 
Montreal, and it is the point of origin rather than the point of col- 
lection which determines whether the federal tax is applicable. The 
$6.30 for the Montreal call is of course not subject to the Colorado 
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sales tax. The call to Arlington, Nevada, is interstate and hence 
not taxable. 

The item of 20 cents for a report charge on a call to Colorado 
Springs does not cover a completed conversation but a case where 
an attempt was made to reach a particular party. The Telephone 
Company reached the telephone and made a report regarding the 
whereabouts or availability of the particular party wanted. This 
is not a telephone message. It would not be subject to a govern- 
ment tax even though the amount of the report charge might come 
within the taxable brackets. It is, however, a form of telephone 
service and as such is taxable under the Colorado sales tax. 

The call to Grand Junction is intrastate. The federal tax is only 
10 per cent; consequently the charge is subject to the state sales 
tax: However, the call to Mesa, while intrastate, is exempt from 
state taxation because the 10-cent federal tax is more than 12% 
per cent of the 65-cent charge. 

The final item on the bill is a 20-cent report charge and 50-cent 
messenger fee on a call to Pueblo. The total is 70 cents. This 
illustrates the point that there is no federal tax where there is no 
message, but since these items come within the state definition of 
telephone service they are subject to the state tax. 

Now let us add up the items which we have not marked. This 
will give the total subject to the state tax. The amounts are $.05, 
$2.05, $.70, $.25, $.80, $.20, $1.50, $.20, and $.50. The total is 
$6.25. The state tax thereon is 12 cents. The United States Gov- 
ernment tax is $1.78. These items added to the previous total 
of $24.20 reach a total for this bill of $26.10. 


Seller Retains 5 Per Cent of Tax as Cost of Collecting 


As many of you know, the Colorado sales tax law allows the 
seller to retain 5 per cent of the tax to cover the cost of collection. 
This no doubt was for the purpose of meeting any objection re- 
garding the expense involved in collecting the tax. I doubt very 
much, however, if the Legislature had or could have had any fig- 
ures as to whether 5 per cent or 25 per cent or some other per cent 
would be a reasonable allowance to cover this cost. It must vary 
tremendously with different types of businesses. I should like to 
ask if any of you would wish to take a contract for assessing the 
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tax on the toll statements, such as Exhibit 7, receiving six- 
tenths of a cent for the work involved in calculating this tax; yet 
this is only a portion of the added work involved in billing and 
collecting the tax on these tolls. For example, when a question 
is raised or a complaint is made, our employees in 163 separate 
business offices in Colorado must be able to determine whether 
or not this tax has been correctly applied, and if it has been, to 
satisfy the customer that such is the case. 

With reference to the provision of the law which permits the 
seller to retain 5 per cent of the tax to cover his cost of collecting, 
I wish to point out that this does not alter the fact that the cost of 
this tax includes whatever is turned over to the government plus 
what it costs the customer to pay and the seller to receive and ac- 
count for the tax, and that in the last analysis this entire amount is 
a tax on the customer. We might, in other words, state that the 
tax on the customer consists of 1.9 per cent retail sales tax paid 
over to the state plus the entire cost to customer and seller of pay- 
ing, receiving, and returning the tax. Putting it still another way, 
the customer must in the long run stand the cost of collection ; this 
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cost of collection is therefore a tax from his standpoint but not a 
source of revenue from the government’s standpoint. 


Sales Tax Necessitated Billing Changes 


Returning now to Exhibit 5, which is our regular monthly 
service bill, the bill is prepared upon a billing machine which 
prints the bill and three stubs at one operation. The accounting 
stub is used as a customer’s ledger in the accounting department. 
The commercial stub is used to supervise collections. The bill and 
first stub are sent to the customer, who is requested to include 
the stub in making payment, and this stub is used to report the 
payment to the accounting department. 

The first item on the bill covers local service for one month and 
is billed from a basic record of service and equipment maintained 
for each customer (Exhibit 9) and kept up to date as changes are 
made in the service and equipment. When the sales tax became 
effective it was necessary to post to these basic customers’ records 
the amount of the sales tax and to reach a new total including the 
sales tax. The cost of making these changes in our basic cus- 


JOHN DOE 0001 
SERVICE AND BOUIPNENT RECORD RM 307 931 14TH ST MA 
Combined Billing For DENVER COLO 


| A? H 


EXHIBIT 9 
101 


TOTAL 
Rare 
EXCLUDING 

| al od | 
el ad | 

en 

| 
| 
ii 


N. A. C. A. Bulletin September 15, 1937 


tomers’ record was approximately $550. Each time a new cus- 
tomer’s record is prepared or a record changed, there is a small 
item of expense of calculating and recording the sales tax and the 
total including sales tax. 

The second line on the bill covers additional local messages and 
is used for all telephones on a message rate. The calculation of 
the local message charge from the mechanical register reading is 
performed on a separate record, Exhibit 8, on which the difference 
between current and previous register readings is entered. A cal- 
culating machine operator multiplies the chargeable calls by the 
rate per call, adds the state tax, and enters the tax and the resulting 
total upon the record form. This record form is now used by the 
bill clerk in preparing the monthly service statement, entering 
both the tax and the total amount on line 2 of the bill. It will be 
noticed that the machines will enter the amount of the tax on the 
same line with the total. This reduces to the minimum the neces- 
sary operation of advising the customer how much tax is included 
in his bill. The totals on the third and fourth lines are posted by 
the bill clerk from Exhibits 7 and 6, respectively. 

The charge for directory advertising is obtained from the basic 
customer’s record and posted to the fifth line of the bill. The state 
sales tax does not apply to directory advertising as such advertis- 
ing does not come within the usual definition of telephone service. 


Cost of Extra Postage and Help 


When this tax was first enacted our customers’ bills were all 
issued as of the first of the month, and our address plates carried 
the fixed monthly local service charge. Thus, if this were the 
only charge for the month there was no writing on the bill. Such 
bills could be mailed as third-class matter at the rate of sixteen 
ounces for fourteen cents. The sales tax required that an additional 
entry of the sales tax be placed on the bill. This increased the 
postage to two cents per bill. The aggregate increase in postage 
expense due to this one item was $704 per month. 

To calculate and enter the amount of tax at the time of closing 
our bills, which covered the last ten days of the month, we were 
forced, when the tax first became effective, to hire sixty-five extra 
employees on a temporary basis for the last ten days of the month. 
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To try to fit so many extra people into the billing routine in an 
accounting office is of course very costly and unsatisfactory, and 
the accuracy of the resulting bills is likely to suffer. Since we have 
made changes in billing practice whereby our regular employees 
perform these functions under the spread load of rotation billing, 
the errors reported to us on our bills due to sales tax items aver- 
age less than six per month on 142,000 Colorado accounts. 


Further Complications Cause Additional Cost 


The above discussion is concerned merely with getting out the 
bills. There are additional costs all through our accounting de- 
partment and our Colorado business offices. For example, the use 
of telephone service by governmental, charitable, and certain other 
institutions is tax-exempt. The bills rendered covering the tele- 
phones at these institutions do not carry a tax. However, as some- 
times happens, when telephone service charged to those telephones 
is used by an individual on personal business and paid for sep- 
arately, our business office must remember to assess the tax and 
report its collection, and the accounting department must account 
for it, revising our records of taxable revenue and tax collected 
accordingly. Further, if service charged to some other telephone 
is paid for by government, charitable, and similar institutions, they 
can and do demand that the tax be charged off, which requires 
business office and accounting attention. 

All charges for facilities used in radio hookups are exempt from 
tax because it has been legally ruled that radio broadcasting is 
interstate business. 

Telephone service used by telegraph companies in connection 
with receiving or delivering telegrams is not taxable. Telephone 
service used by telegraph companies in connection with functions 
other than the delivery or receipt of telegrams is taxable. How 
would you apply the sales tax to the telegraph company’s bill? 
The only answer is to allow the telegraph company to state which 
messages are and which are not taxable. 


When adjustments of customers’ bills are made for unsatisfac- 


tory service or because of some billing error, it is necessary for 
our business office people to remember the tax and to adjust that 
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too. In doing so they must keep in mind the tax-exempt brackets 
and interstate provisions, etc., as described above so as to avoid 
rebating tax where none has been collected or failing to rebate a 
tax which was wrongfully applied. 

The tax applies only to the amount received for service. Where 
an account previously billed has proved uncollectible, the amount 
of tax involved in the account should be charged back so that the 
state will not receive and the company pay a tax which is not law- 
fully required. To illustrate the problems which may be involved 
in this matter, consider Exhibit 5 and its related bills. Suppose 
that the former customer has paid $20 on account, leaving $20.59 
unpaid and finally charged off as uncollectible. To determine the 
amount of sales tax to be charged back involves some calculations. 


The Tax on Pay Station Calls 


We have in Colorado 6,813 public pay stations where the 
charges are collected through coin boxes. The coin equipment is 
not made to accommodate pennies. To replace this equipment so 
as to provide a chute for pennies would mean the displacement of 
investment having a first cost of about $275,000, and replacement 
with equipment which would probably be much more expensive, 
and as far as we are aware is not made at the present time. Conse- 
quently we are unable to collect the tax on revenues from these coin 
boxes, and there seems to be no alternative but for the company to 
absorb and pay the tax. In doing so, however, there is some ques- 
tion whether technically we are fully carrying out the provisions 
of the law. 

Telephone equipment is rather completely standardized, and we 
know from experience that only through such standardization can 
a high grade of nation-wide and world-wide service be given. 
Furthermore, at Bell System headquarters in New York, experts 
in all branches of operations are determining the best methods and 
equipment and making their recommendations available to the 
associated operating companies. Accounting recommendations 
cover the best practices and the best equipment, which latter often 
contains special features for telephone work. When some local 
problem such as a sales tax forces the company to depart from 
standard practices or equipment to something less efficient, the 
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substitute may not fit into standard accounting practices particu- 
larly well, and the added costs are likely to be substantial. 


Cost of Providing Records and Making Returns 


Now let us consider what is necessary in making returns to the 
state and providing the necessary records required by the state 
regulations in order that our returns may be audited. The law 
provides that the tax which is returned to the state must equal 2 
per cent of the total taxable revenues and may exceed that amount 
if the tax actually collected is greater than 2 per cent of the total 
revenues. It is necessary, therefore, that we have a record of the 
total taxable revenues in order to prepare our returns. We have 
seen that all interstate toll calls, certain intrastate toll calls, and 
charges to government, charitable, radio, newspaper, and other 
institutions are exempt from tax. A record of the tax-exempt ac- 
counts must be maintained, and this record costs money. We find 
that something can be saved by making a study of the tax-exempt 
interstate and intrastate calls only twice a year. We find that these 
classes of toll calls bear a very constant ratio to the total gross toll 
business. To make such studies twice a year costs about $1,500 
per annum. 

The initial expense of obtaining necessary rulings, issuing in- 
structions, modifying equipment, and changing stationery incident 
to starting the sales tax routine in our Colorado revenue account- 
ing office is estimated at $1,675. 


Cost of Collecting and Accounting Estimated at 25 Per Cent of Tax 


While it is difficult to estimate the direct additional cost of con- 
tinuing the application of this sales tax in our accounting depart- 
ment, we are confident from consideration of the principal activ- 
ities required that the expense in our accounting department is not 
less than $17,500 a year. Additional costs in our 163 Colorado 
business offices would greatly increase this figure. The total amount 
of the tax on this company’s business for the year 1936 was $130,- 
000, of which $116,000 was collected from our customers and 
$14,000 absorbed by the company. We estimate that the total cost 
of collecting and accounting for this tax in all phases of our 
business approximates 25 per cent of the tax collected. 
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While we feel that this estimate is reasonably close, we have no 
studies or figures of the actual cost that are worthy of the name, and 
we find that it is practically impossible to arrive at the actual cost 
because it is scattered in infinitesimal amounts throughout a large 
and widespread organization. We feel sure that generally the same 
situation exists throughout Colorado industry; that is, nobody 
knows what the full cost is of collecting the sales tax. This, then, 
is a truly invisible tax. It is invisible to everybody. Not even the 
company which collects and pays knows how much this absorbed 
cost of collection amounts to. 


Numerous Other Invisible Taxes Passed on to Consumer 


As previously stated, this particular tax has been taken as an ex- 
ample merely because it is here at hand; we are all familiar with 
it; and we all know that obviously it must cost a good deal to ad- 
minister. Other examples of taxes which are costly to administer 
will occur to all of us. The federal message tax which we consid- 
ered briefly costs something to administer. Social Security legis- 
fation requiring deductions of small amounts from each pay check 
and diverse reports to various governmental bodies is another ex- 
ample. The Federal Income Tax is another, especially in those 
cases where the regular book figures do not suit the government 
regulations, necessitating costly special studies. This is of course 
only one side of the question, but it is an important side which 
should be taken into account by our law-making, tax-levying bodies 
and our tax administrative bureaus to make sure that the form of 
tax adopted is the easiest to administer, all things considered, and 
that the regulations prescribed are as liberal as can be, consistent 
with the end to be obtained because it is easy fur such laws and 
such regulations unwittingly to raise a huge invisible tax on indus- 
try which benefits nobody, does not raise any money for the gov- 
ernment and yet increases the tax burden of industry and its cus- 
tomers. 
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